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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recom- 
mendation. This  listing  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report  and  the  audited  agency's 
reply  thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  reply  of  the  Secretary  of  State  is  included  in 
the  back  of  this  report. 
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COMMENTS 
INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the  Office  of 
Secretary  of  State  for  the  two  fiscal  years  ended  June  30,  1980. 
The  objectives  of  the  audit  were  to:  (1)  determine  if  the  financial 
statements  present  fairly  the  financial  position  and  results  of 
operations  of  the  office  for  the  two  fiscal  years  ended  June  30, 
1980;  (2)  determine  office  compliance  with  applicable  laws  and 
regulations;  and  (3)  make  recommendations  for  improvements  in  the 
management  and   internal   controls  of  the  office. 

We    thank    the    Secretary   of   State    and   his   staff  for  their  coop- 
eration and  assistance  during  our  audit. 
BACKGROUND 

The  Office  of  the  Secretary  of  State  was  established  by 
Article  VI,  Section  I,  of  the  Montana  Constitution  and  is  provided 
for  in  Title  2,  Part  4,  of  the  Montana  Code  Annotated  (MCA).  It 
is  primarily  a  recordkeeping  office  which  files,  maintains,  and  pre- 
serves the  permanent  records  of  the  state  and  certain  public 
interest  records  of  private  citizens. 

The  goal  of  the  office  is  to  carry  out  assigned  duties  in  an 
orderly  and  timely  manner  and  thus  protect  the  rights,  interests, 
and  records  of  the  state  and  its  citizens.  In  support  of  this  goal, 
the  office's  objective  is  the  filing,  preservation,  maintenance,  and 
service  of  all  appropriate  documents,  both  state  and  private,  in 
the  manner  and  within  the  time  limits  set  by   law. 


The  staff  includes  24  full-time  and  up  to  12  part-time  em- 
ployees, in  addition  to  the  Secretary  of  State.  Legislative  appro- 
priations from  the  state's  General  Fund  which  are  provided  to 
carry  out  the  statutory  responsibilities  of  the  office  were  $585,725 
for  fiscal  year  1978-79,  and  $625,383  for  fiscal  year  1979-80. 
RECOMMENDATIONS   OF    PRIOR    AUDIT 

We  performed  an  audit  of  the  office  for  the  fiscal  year  ended 
June  30,  1978.  The  report  contained  10  recommendations  which 
are  still  applicable  to  office  operations.  The  office  concurred  with 
9  of  the  recommendations  and  did  not  concur  with  1.  Of  the  10 
recommendations,  the  office  implemented  5,  partially  implemented  2, 
and  did  not  implement  3.  Discussions  of  those  recommendations 
still  applicable  to  office  management  but  not  implemented  are  in- 
cluded in  this  report. 
INTERNAL   CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  office's  system  of  internal  accounting  control  to  establish  a 
basis  for  reliance  thereon  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  necessary  for  expressing  an 
opinion  on  the  financial  statements  and  to  assist  in  planning  and 
performing  our  examination  of  the  financial   statements. 

The  objectives  of  internal  accounting  control  are  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition  and  the 
reliability  of  financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets.  The  concept  of  reason- 
able   assurance    recognizes    that    the    cost    of    a    system    of    internal 


accounting  control  should  not  exceed  the  benefits  derived  and  also 
recognizes  that  the  evaluation  of  these  factors  necessarily  requires 
estimates  and  judgments  by  management. 

Our  study  and  evaluation  of  the  office's  system  of  internal 
accounting  control  for  fiscal  years  1978-79  and  1979-80  would  not 
necessarily  disclose  all  weaknesses  in  the  system  because  it  was 
based  upon  selected  tests  of  accounting  records  and  related  data. 
Our  tests  disclosed  no  material  weaknesses  in  internal  control. 
However,  those  internal  control  weaknesses  identified  during  the 
audit  and  which  warrant  management's  attention  are  described  in 
various  sections  of  this  report. 
TIMELY   DEPOSITS  OF   CASH 

The  office  does  not  deposit  cash  receipts  on  a  timely  basis  as 
required  by  good  management  practices  and  state  law  and  regula- 
tions. In  cooperation  with  the  Department  of  Administration  the 
office  should  devise  a  system  for  handling  cash  receipts  which 
allows  all  moneys  to  be  deposited  with  the  Treasury  Division  daily. 
On  June  30,  1980,  we  counted  $57,000  of  accumulated  cash  on 
hand  in  the  office.  The  cash  consisted  of  checks  in  small  denom- 
inations received  as  prepayment  for  the  filing  of  documents  with 
the  office.  Checks  received  by  the  office  on  April  15,  1980  were 
not  deposited  until  after  July  1,  1980.  Officials  indicate  the 
back-log  of  filings  and  related  deposits  was  due  to  cyclical  fluctu- 
ations in  the  workload.  As  a  result  of  our  previous  audit,  we 
reported  cash  on  hand  amounting  to  nearly  $27,000  in  fiscal  year 
1977-78. 


Cash  receipts  stored  in  the  office  are  significant.  This 
money,  when  deposited  with  the  Treasury  Division,  will  be  in- 
vested, earning  interest  income  for  the  state's  General  Fund.  In 
addition,  since  the  checks  are  not  restrictively  endorsed,  logged-in 
as  received,  or  immediately  deposited  with  the  Treasury  Division, 
they  are  susceptible  to  loss  or  theft.  State  regulations  require 
that  negotiable  instruments  be  restrictively  endorsed  at  the  time  of 
initial  receipt.  State  law  requires  the  deposit  of  all  moneys  received 
with  the  Treasury  Division  each  day  when  the  accumulated  amount 
of  coin  and  currency  exceeds  $100  or  total  collections  exceed  $500. 
In  any  event,  all  moneys  collected  must  be  deposited  at  least 
weekly. 

RECOMMENDATION   #1 

WE    RECOMMEND   THE   OFFICE: 

A.  RESTRICTIVELY     ENDORSE     ALL     CHECKS     IMMEDIATELY 
UPON    RECEIPT. 

B.  DEPOSIT      ALL      CASH      IN      THE     STATE     TREASURY      IN 
ACCORDANCE   WITH    STATE    LAW. 

REVOLVING    FUND 

The  office  does  not  properly  use  the  Revolving  Fund  to 
account  for  revenues  and  expenditures  attributable  to  the  sales 
and  publication  of  the  Administrative  Rules  of  Montana  (ARM)  and 
the  Montana  Administrative   Register. 

Sections  2-4-312  and  2-4-313,  MCA,  which  were  established 
by   the    legislature    in    1979,    require   the   office   to   account   for  costs 


of  the  ARM  and  the  Register  in  the  Revolving  Fund.  The  office 
established  an  account  in  the  Revolving  Fund  but  were  unsure  of 
the  steps  necessary  to  begin  using  the  fund.  In  fiscal  year 
1979-80,  the  office  continued  to  account  for  ARM  revenues  and 
expenditures  in  the  General  Fund  rather  than  the  Revolving  Fund. 
As  a  result,  the  fiscal  year  1979-80  financial  statements  for  the 
office  as  reported  in  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  and  as  presented  in  this  report  are  not  fairly 
presented.  The  office  intends  to  comply  with  the  statutes  and  is 
currently  implementing  procedures  to  properly  use  the  Revolving 
Fund. 

RECOMMENDATION   #2 

WE    RECOMMEND   THE   OFFICE: 

A.  ESTABLISH  ACCOUNTING  PROCEDURES  TO  PROPERLY 
ACCOUNT  FOR  THE  COSTS  OF  THE  ADMINISTRATIVE 
RULES  OF  MONTANA  AND  THE  ADMINISTRATIVE  REGIS- 
TER   IN   ACCORDANCE   WITH   STATE    LAW. 

B.  RESTATE  THE  SBAS  REPORTS  TO  REFLECT  THE  COR- 
RECT   FUND    BALANCE    AT    FISCAL    YEAR    END    1979-80. 

ACCRUED   LIABILITIES 

Because  the  office  did  not  properly  accrue  liabilities  in  fiscal 
year  1978-79,  expenditures  of  the  Administrative  Rules  Program 
are  overstated  by  15  percent.  The  office  accrued  $14,524  of 
printing  expenses  but  actually  paid  only  $628  subsequent  to  fiscal 
year-end.  The  state  accounting  policy  and  generally  accepted 
accounting    principles    require    liabilities    be    accrued    only    when    a 
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valid  obligation  exists  and  the  amount  can  be  reasonably  measured. 
A  valid  obligation  for  $13,896  did  not  exist  at  June  30  and  should 
not   have  been   accrued. 

The   accrual    increased    fiscal    year    1978-79   expenditures  in   the 
Administrative    Rules    Program    from    $75,252   to   $89,776.      The   vari- 
ance from  the  budgeted   expenditures  should   be   reported   as  approx- 
imately $25,000,    rather  than  $10,752. 

RECOMMENDATION   #3 

WE     RECOMMEND    THE    OFFICE    ACCRUE     LIABILITIES     IN    AC- 
CORDANCE  WITH    THE   STATE   ACCOUNTING    POLICY. 

ACCOUNTS    RECEIVABLE    PROCESSING 

At  the  request  of  the  office,  we  conducted  a  review  of  the 
system  for  recording  accounts  receivable.  The  office  uses  three 
registers  to  account  for  receivables.  These  are  located  in  the 
Uniform  Commercial  Code  Bureau,  the  Administrative  Code  Bureau, 
and  at  the  reception  desk.  One  person  in  each  area  has  the  sole 
responsibility  to  account  for  the  receivables  recorded  in  their 
register.  The  custodian  records  receivables,  mails  billings,  re- 
ceives cash,    and   records  payment. 

Because  one  person  has  complete  control  over  each  accounts 
receivable  register,  the  system  does  not  contain  the  controls 
required  to  ensure  proper  recording  and  depositing  of  cash.  The 
accounting  responsibility  for  the  three  accounts  receivable  regis- 
ters should  be  assigned  to  one  individual  who  does  not  have  access 
to  cash   receipts. 


RECOMMENDATION   #4 

WE  RECOMMEND  THE  OFFICE  CONSOLIDATE  THE  ACCOUNTS 
RECEIVABLE  REGISTERS  UNDER  ONE  INDIVIDUAL  WHO  DOES 
NOT   HAVE  ACCESS  TO   CASH    RECEIPTS. 

TIMELY   FILING  OF   CORPORATE   DOCUMENTS 

Section  35-1-1304,  MCA,  states  that  if  the  Secretary  of  State 
does  not  approve  certain  documents  for  filing,  he  must  specify  the 
reasons  for  his  disapproval  in  writing  within  ten  days  after  receiv- 
ing the  document.  The  office  does  not  approve  all  corporate 
documents  for  filing  within  the  required  ten-day  period.  Also,  the 
office  has  not  given  written  notice  of  disapproval  to  the  person  or 
corporation  within  ten  days  after  receiving  documents  as  required 
under  section  35-1-1304,   MCA. 

Documents  are  sometimes  in  process  for  more  than  60  days 
before  appropriate  administrative  action  is  taken  regarding  the 
document.  This  has  increased  from  the  30  days  processing  time 
observed  during  our  last  audit.  An  official  said  that  the  long 
delay  is  caused  by  an  insufficient  number  of  employees  during  the 
peak  workload  months.  He  said  the  46th  Legislature  denied  the 
office's  request  for  three  additional  full  time  equivalent  positions. 
RECORDS   RETENTION 

We  found  that  the  office  retains  payroll  records,  transfer 
warrant  claims,  no  warrant  transfers,  and  journal  vouchers  long 
after  the  time  period  required  by  the  general  records  retention 
schedule  in  the  Montana  Operations  Manual.  For  the  above  items, 
the  required  retention  period  is  three  years,  yet  such  items  are 
retained  by  the  office  for  as  long  as  20  years. 

7 


During  the  previous  audit,  we  recommended  the  office  comply 
with  the  general  records  retention  schedule.  The  office  did  not 
concur  with  the  recommendation.  It  said  that  compliance  with  the 
records  retention  schedule  is  a  judgment  made  by  the  incumbent 
officer. 

RECOMMENDATION  #5 

WE   RECOMMEND  THAT   THE  OFFICE  COMPLY  WITH  THE 

GENERAL  RECORDS  RETENTION  SCHEDULE. 


AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 


JAMES  H.GILLETT.C  PA. 

ACTING  LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JOHN  W.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheets  of  the  various  funds  of  the 
Office  of  the  Secretary  of  State  at  June  30,  1980,  and  the  Com- 
bined Statements  of  Revenues,  Expenditures,  and  Changes  in  Fund 
Balance/Retained  Earnings  -  Budget  and  Actual  of  such  funds  for 
the  two  years  then  ended.  Our  examination  was  made  in  accor- 
dance with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  accounting  records  and  such  other  auditing 
procedures  as  we  considered   necessary   in   the  circumstances. 

The  office's  records  relating  to  fixed  assets  were  incomplete. 
Accordingly,  a  Statement  of  General  Fixed  Assets  required  by 
generally  accepted  accounting  principles  is  not  included  in  the 
financial   statements. 

The  office's  accounting  methods  for  Revolving  Funds  in  fiscal  year 
1979-80  precluded  the  preparation  of  a  Statement  of  Changes  in 
Financial  Position  as  required  by  generally  accepted  accounting 
principles. 

The  office  failed  to  record  cash  on  hand  of  $57,000  in  the  General 
Fund  at  June  30,  1980.  The  error  understates  assets  and  liabil- 
ities on  the  General    Fund   Balance  Sheet. 

Revolving  Fund  transactions  were  erroneously  posted  to  the  Gen- 
eral Fund  during  fiscal  year  1979-80.  This  error  misstates 
amounts  reported  on  the  Balance  Sheet  and  the  Combined  Statement 
of  Revenues,  Expenditures,  and  Changes  in  Fund  Balance/Retained 
Earnings  -  Budget  and  Actual.  Because  of  the  errors  in  account- 
ing, it  was  impractical  for  us  to  determine  the  exact  misstatement; 
however,  we  believe  the  misstatement  of  revenues  and  expenditures 
to  be  material  to  all  funds  on  the  Balance  Sheet  and  the  Combined 
Statement  of  Revenues,  Expenditures,  and  Changes  in  Fund  Balance/ 
Retained   Earnings   -   Budget  and   Actual. 


In  our  opinion,  because  of  the  effects  of  the  matters  discussed  in 
paragraphs  four  and  five,  the  statements  listed  below  do  not  pre- 
sent fairly,  in  conformity  with  generally  accepted  accounting 
principles,  the  financial  position  of  such  funds  of  the  Office  of  the 
Secretary  of  State  as  of  June  30,  1980,  or  the  results  of  its  opera- 
tions or  changes  in  its  fund  balance/retained  earnings  for  the 
fiscal   years  then   ended. 


Statement  Name 


Fund 


Fiscal  Year  Ended 


Balance   Sheet 


Combined  Statement 
of  Revenues,  Expendi- 
tures, and  Changes  in 
Fund  Balance/Retained 
Earnings  -  Budget  and 
Actual 


General    Fund 
Revolving   Fund 

General   Fund 
Revolving  Fund 


June   30,  1980 

June   30,  1980 

June   30,  1980 

June   30,  1980 


In  our  opinion,  the  General  Fund  Combined  Statement  of  Revenues, 
Expenditures,  and  Changes  in  Fund  Balance  -  Budget  and  Actual 
presents  fairly  the  results  of  operations,  and  changes  in  fund 
balance  for  the  year  ended  June  30,  1979,  in  conformity  with 
generally  accepted  accounting  principles,  applied  on  a  consistent 
basis. 

The  accompanying  schedules  of  Expenditure  Detail  by  Program  are 
not  necessary  for  a  fair  presentation  of  the  financial  statements 
but  are  presented  as  supplemental  information.  This  information 
has  been  subject  to  the  tests  and  other  auditing  procedures  ap- 
plied in  our  examination  of  the  financial  statements,  and,  in  our 
opinion,  is  fairly  stated  in  all  material  respects  in  relation  to  the 
financial   statements  taken  as  a  whole. 


Respectfully  submitted, 

James   H.    Gillett,    CPA 
Acting   Legislative  Auditor 


October  24,    1980 
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OFFICE  OF  THE  SECRETARY  OF  STATE 


Assets 
Cash 

Accounts  Receivable 
Available  to  Pa 
Expenditures 
Total  Assets 


COMBINED 

BALANCE 

SHEETS  -  ALL  FUNDS 

JUNE 

30, 

1980 

Governmental 
Funds 

Proprietary 
Funds 

General  Fund 

Revolving  Fund 

ble 
Accrued 

$    AO 
376 

38,683 
$39,099 

$1A,817 

$1A,817 

Liabilities  and  Fund  Balance 
Accrued  Expenditures 

Due  Consolidated  Entity 
Total  Liabilities 

Fund  Balance/Retained  Earnings 

Total  Liabilities  and 
Retained  Earnings 


$38,683 

A16 
39,099 

-0- 

$39,099 


-0- 


$14,817 
$14,817 


See  the  accompanying  notes, 
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OFFICE  OF  THE  SECRETARY  OF  STATE 


COMBINED  STATEMENT 

OF 
BALA 

REVENUES,  EXPEND] 

[TURES,  AND 
ACTUAL  - 

CHANGES  IN  FUND 

NCE  -  BUDGET  AND 

GENERAL  FUND  -  FISCAL 

YEAR  ENDED 

JUNE 

30,  1979 

GOVERNKENTAL  FUNDS 

General  Fund 

Estimated 

Actual 

Variance 
Favorable 
(Unfavorable) 

Revenues: 

Licenses  and  Permits 

Service  Fees 

Sale  of  Permits,  Merchandise, 

and  Property 
Miscellaneous 

Total  Revenues 

$375,600 
74,840 

11,270 

1,700 

463,410 

$404,711 
91,631 

26,523 

1,062 

523,927 

$29,111 
16,791 

15,253 

(638) 
60,517 

Expenditures: 
Current: 
Records  Management 
Administrative  Code 
Total  Expenditures 


485,197 
100,528 
585,725 


484,576 

89,776 

574,352 


621 
10,752 
11,373 


Excess  of  Current  Revenues  Over 
(Under)  Current  Expenditures 

Other  Financing  Sources  (Uses) 
Prior  Year  Adjustments 
Support  From  (To)  the  General  Fund 

Excess  of  Revenues  Over  (Under) 
Expenditures  and  Other  Sources 
(Uses) 

Fund  Balance,  July  1,  1978 
Fund  Balance,  June  30,  1979 


(122,315) 


(3,610) 
125,925 


-0- 

-0- 
-0- 


(50,425) 


(3,610) 
54,035 


-0- 
-0- 
-0- 


71,890 


(71,890) 


-0- 

-0- 
$  -0- 


See  the  accompanying  notes, 
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OFFICE  OF  THE  SECR 
COMBINED  STATEMENTS  OF  REVE 
CHANGES  IN  FUND  BALANCE/RETAINED 

ALL  FU 
FISCAL  YEAR  ENDEE 


G0VERNM2 

Gener 

Budget 

Act 

Revenues : 

Licenses  and  Permits 

$  401,101 

$  36C 

Service  Fees 

95,151 

95 

Sale  of  Documents, 

Merchandise  and 

Property 

12,001 

Miscellaneous 

1,600 

] 

Total  Revenues 

509,853 

457 

Expenditures: 

Current: 

Records  Management 

492,572 

49i 

Administrative  Code 

132,811 

97 

Total  Expenditures 

625,383 

58S 

Excess  of  Revenues  Over 
(Under)  Current 
Expenditures 


(115,530) 


(131 


Other  Financing 

Sources  (Uses) 

Prior  Year  Adjust- 
ments (12,839) 

Support  From  (To) 

the  General  Fund       128,369 

Interfund  Transfers    

Excess  of  Revenue  (Over) 

Under  Expenditures  and 

Other  Sources  (Use?)       -0- 
Fund  Balance/Retained 

Earnings  July  1,  1979      -0- 
Fund  Balance/Retained 

Earnings  July  1,  1980  $   -0- 


(i: 

14^ 


See  the  accompanying  notes, 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

COMBINED  STATEMENTS  OF  REVEhTUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE/RETAINED  EARNINGS  -  BUDGET  AND  ACTUAL 

ALL  FUNDS 
FISCAL  YEAR  ENDED  JUNE  30,  1980 


GOVERNMENTAL  FUNDS 


General  Fund 

Variance 

Favorable 

Budget 

Actual 

(Unfavorable) 

Revenues: 

Licenses  and  Permits 

$  401,101 

$ 

360,997 

$(40,104) 

Service  Fees 

95,151 

95,657 

506 

Sale  of  Documents, 

Merchandise  and 

Property 

12,001 

102 

(11,899) 

Miscellaneous 

1,600 

1,094 

(506) 

Total  Revenues 

509,853 

457,850 

(52,003) 

PROPRIETARY  FUNDS 
Revolving  Fund 


Budget 


$14,000 
14,000 


Actual 


Variance 

Favorable 

(Unfavorable) 


$14,817 


14,817 


$817 


817 


Expenditures: 
Current: 

Records  Management 
Administrative  Code 
Total  Expenditures 

Excess  of  Revenues  Over 
(Under)  Current 
Expenditures 

Other  Financing 

Sources  (Uses) 

Prior  Year  Adjust- 
ments 

Support  From  (To) 
the  General  Fund 

Interfund  Transfers 
Excess  of  Revenue  (Over) 

Under  Expenditures  and 

Other  Sources  (User) 
Fund  Balance/Retained 

Earnings  July  1,  1979 
Fund  Balance/Retained 

Earnings  July  1,  1980 


492,572 
132,811 
625,383 


(115,530) 


492,303 

97,353 

589,656 


(131,806) 


269 
35,458 
35,727 


(16,276) 


-0- 


14,000 


(12,839) 

(12,839) 

128,369 

144,645 

16,276 

-0- 

-0- 

-0- 

14,000 

-0- 

$. 

-0- 

-0- 

-0- 

i 

-0- 

-0- 

$. 

-0- 

$  -0- 

-0- 


14,817 


14,817 

-0- 

$14,817 


-0- 


817 


817 

-0- 

$817 


See  the  accompanying  notes . 
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OFFICE   OF   THE   SECRETARY   OF   STATE 

Notes  to  the   Financial   Statements 

Two   Fiscal   Years   Ended  June  30,    1980 

1.        SUMIVIARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS).  The  state  of 
Montana  utilizes  the  modified  accrual  basis  of  accounting.  Under 
modified  accrual  basis  of  accounting,  expenditures  are  recorded  on 
the  basis  of  valid  obligations.  Revenues  are  recorded  when  re- 
ceived  in  cash,    unless   susceptible  to  accrual. 

Revenues  are  susceptible  to  accrual  if  they  are  measurable 
and  available  to  finance  expenditures  of  the  fiscal  period  or  not 
received  at  the  normal  time  of  receipt.  Revenues  are  deferred  if 
material  and  are  received  before  the  "normal"  time  of  receipt  or  if 
received  for  a  particular  activity  and  the  expense  for  the  activity 
has  not  been   incurred   prior  to  fiscal   year-end. 

Inventories 

There  is  no  recorded  asset  for  supplies  inventory.  Supplies 
are  expensed  at  the  time  of  purchase. 

General    Fixed  Assets  and   Depreciation 

General  fixed  asset  purchases  are  recorded  as  expenditures  in 
the  various  funds  at  the  time  of  purchase.  There  are  no  account- 
ing controls  for  the  general  fixed  assets  group  of  accounts,  and 
depreciation   is  not  provided  on   general   fixed  assets. 


U 


Vacation  and   Sick   Leave 

Liabilities  incurred  because  of  employees'  unused  vacation  and 
sick  pay  are  not  recorded.  The  related  expenditures  are  recorded 
when  paid.  Permanent  employees  are  allowed  to  accumulate  and 
carry  over  a  maximum  of  two  times  their  annual  accumulation  of 
vacation.  Amounts  in  excess  of  two  times  the  annual  accumulation 
can  be  carried  90  days  into  a  new  calendar  year.  Upon  termina- 
tion, qualified  employees  having  unused  accumulated  vacation  and 
sick  leave  receive  100  percent  payment  for  vacation  and  25  percent 
payment  for  sick  leave.  The  liability  amount  associated  with 
unused  accumulated  vacation  and  sick  leave  at  June  30,  1980  is 
maintained  on  an  hourly  basis  rather  than  by  dollar  amount.  The 
monetary  liability  is  not  calculated  until  an  employee  terminates. 
2.         RETIREMENT    PLAN 

The  office  employees  are  covered  by  the  Public  Employees' 
Retirement  System,  a  statewide  contributory  plan  under  which  the 
state  contributes  6.2  percent  of  an  employee's  gross  wages  and  the 
employee  contributes  6  percent  of  his  gross  wages.  The  office 
incurred  pension  costs  of  $19,628  during  fiscal  year  1978-79  and 
$20,985  during  fiscal   year  1979-80. 

The  state's  policy  is  to  fund  accrued  pension  costs.  Based 
on  the  most  recent  actuarial  valuation,  the  Public  Employees' 
Retirement  System  was  actuarially  sound  at  June  30,  1980.  The 
unfunded  past  service  costs  and  actuarially  computed  value  of 
vested  benefits  were  not  readily  available  for  members  of  the  plan 
employed  by  the  office. 
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3.  REVOLVING    FUND 

The  1979  Legislature  authorized  the  office  to  establish  a 
Revolving  Fund  to  account  for  all  revenues  and  expenditures 
related  to  the  publishing  and  selling  of  the  Administrative  Rules  of 
Montana  (ARM)  and  the  Administrative  Register.  The  ARM  and 
the  Register  are  sold  to  government  agencies  and  the  public  at  the 
approximate  cost  of  publication.  The  ARM  and  Register  are  pro- 
vided free  of  charge  to  certain  government  agencies  specified  in 
section  2-4-313,  MCA.  The  cost  of  these  free  publications  is  paid 
by    appropriation    from    the    General    Fund    to    the    Revolving    Fund. 

4.  BUDGET    INFORMATION 

The  office  utilizes  a  fixed  annual  basis  of  budgeting.  Under 
the  fixed  annual  method,  appropriations  of  specific  dollar  amount 
are  set  for  each  fiscal  year  of  a  biennium  by  the  legislature. 
Appropriations  control  the  office's  financial  operations  during  each 
fiscal  year.  At  the  end  of  each  year  the  office's  General  Fund 
appropriation  is  reverted  to  the  General  Fund.  The  reverted 
appropriation  may  be  used  in  the  subsequent  year  as  authorization 
for  valid  prior  year  obligations. 

If  the  Governor  determines  that  due  to  an  unforeseen  and 
unanticipated  emergency,  the  amount  actually  appropriated  for  the 
first  fiscal  year  of  a  biennium  is  insufficient  for  the  operation  and 
maintenance  of  the  office,  he  may  authorize  expenditures  during 
the  first  fiscal  year  of  the  biennium  to  be  made  from  the  appropri- 
ation for  the  second   year. 

In  fiscal  year  1979-80  the  Governor  authorized  the  office 
$35,830     of     additional    expenditures    from    the    fiscal     year    1980-81 
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appropriation.      This  adjustment  of  the  fiscal   year  1979-80  appropri- 
ation was  made  in  accordance  with   statutes. 

The  General  Fund  appropriations  are  allocated  by  administra- 
tive program.  By  law,  all  expenditures  reported  on  the  financial 
records  must  be  classified  in  either  the  Management  Records  pro- 
gram or  the  Administrative   Rules   program. 
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OFFICE 

EXPE 

TWO  FISC 


Personal  Services 
Salaries 
Employee  Benefits 

Total  Personal  Services 


Operating  Expenses 
Contracted  Services 
Supplies  and  Material 
Communications 
Travel 

Repair  and  Maintenance 
Other 

Total  Operating  Expenses 


Equipment 

Total  Equipment 


Total  Expenditures 


OFFICE  OF  THE  SECRETARY  OF  STATE 


EXPENDITURE  DETAIL 

BY 

PROGRAM 

TWO 

FISCAL  YEARS  E>fDED 

JUNE  30,  1980 

1980 

Records 

Administrative 

Management 

Rules 

Program 

Program 

Total 

Personal  Services 

Salaries 

$318,543 

$31,210 

$349,753 

Employee  Benefits 

59,852 

6,104 

65,956 

Total  Personal  Services 

;       378,395 

37,314 

415,709 

Operating  Expenses 

Contracted  Services 

39,078 

30,618 

69,696 

Supplies  and  Material 

17,679 

14,559 

32,238 

Communications 

25,895 

8,118 

34,013 

Travel 

10,737 

133 

10,870 

Repair  and  Maintenance 

1,950 

909 

2,859 

Other 

15,595 

5,702 

21,297 

Total  Operating  Expenses       110,934 

60,039 

170,973 

Equipment 

Total  Equipment 

2,974 
$492,303 

-0- 

2,974 

Total  Expenditures 

$97,353 

$589,656 

Records 

Management 

Program 


$298,563 

46,887 

345,450 


83,567 

17,485 

24,628 

1,685 

2,216 

4,921 

134,502 


4,624 
$484,576 


1979 


Administrative 

Rules 

Program 


$28,580 

4,692 

33,272 


49,960 


6,544 
$89,776 


Total 


$327,143 

51,579 

378,722 


3,767 

127,334 

1,111 

18,596 

4,987 

29,615 

1,685 

95 

2,311 

184,462 


11,168 
$574,352 
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AGENCY  REPLY 


SECRETARY  OF   STATE 

The  State  Of  Montana 


Jim  Waltkrmire 

SECRETARY  OF  STATE 


CAPITOL  BUILDING 
HELENA    MONTANA   59620 

February  9,  1981 


Mr.  James  Gillett 
Acting  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT   59620 

Dear  Mr.  Gillett: 


RECEIVED 

FEB  0  9  i981 

MONTANA  LEGISLATIVE  AUDITOR 


Thank  you  for  the  opportunity  to  respond  to  the  recom- 
mendations contained  in  the  recently  completed  audit  of 
the  Secretary  of  State's  office  for  the  two  years  ending 
June  30,  1980.   Although,  as  you  know,  the  period  covered 
by  the  audit  precedes  my  assumption  of  this  office,  the 
recommendations  contained  in  the  report  offer  valuable 
suggestions  for  the  financial  operation  of  the  office 
during  the  upcoming  years.   My  point-by-i^oint  response 
is  attached. 


rely. 


„  UJ(t^^ — 1_ 


VJaltermire 
retary   of   State 


JVJ:ma 
Attachment 
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TELEPHONE      (406)  449  2034 
CORPORATIONS  BUREAU    449-3665 


SECRETARY  OF  STATE'S  RESPONSE  TO  THE  LEGISLATIVE  AUDIT 
REPORT  FOR  THE  PERIOD  ENDING  JUNE  30,  1980 

Recommendation  #1:   "We  recommend  the  office:   (A)  restric- 
tively  endorse  all  checks  immediately  upon  receipt;  (B)  deposit 
all  cash  in  the  State  Treasury  in  accordance  with  State  law." 

AGENCY  RESPONSE;   (A)  Concur.   Steps  are  being  taken  to 
implement  restrictive  endorsement  of  all  negotiable  instruments 
upon  receipt. 

(B)   Partially  concur.   We  recognize  the  statutory  requirement 
for  prompt  deposit  of  cash  and  other  collections  as  well  as 
the  investment  opportunities  foregone  by  the  failure  to  promptly 
deposit.   However,  so  long  as  the  office  remains  on  a  manual 
receipting  system,  we  believe  this  recommendation  may  conflict 
with  the  addressing  of  another  problem  area  identified  by  the 
Legislative  Auditor  at  page  7  of  the  report,  viz ,  the  timely 
filing  of  corporate  documents.   We  have  petitioned  the  47th 
Legislature  for  an  appropriation  sufficient  to  address  these 
concerns  and  will  work  with  the  Legislative  Auditor  and  the 
Department  of  Administration  to  identify  possible  solutions. 

We  feel  it  important  to  note  that  the  costs  necessary  to  imple- 
ment this  recommendation  may  exceed  the  additional  interest 
income  gained  by  doing  so. 

Recommendation  #2:   "We  recommend  the  office:   (A)  establish 
accounting  procedures  to  properly  account  for  the  costs  of  the 
Administrative  Rules  of  Montana  and  the  Administrative  Register 
in  accordance  with  State  law;  (B)  restate  the  SBAS  reports  to 
correctly  reflect  fund  balance  at  fiscal  year  end  1979-80." 

AGENCY  RESPONSE:   (A)  Partially  concur.   The  Legislative  Fiscal 
Analyst  (LFA)  has  recommended  that  ARM  and  the  Register  be  sup- 
ported by  a  General  Fund  appropriation  rather  than  through  the 
Revolving  Fund  and  all  collections  be  deposited  to  the  General 
Fund  (LFA,  Budget  Analysis:   1983  Biennium,  pg.  88) .   Although 
we  disagree  with  this  approach,  should  the  47th  Legislature  adopc 
the  LFA's  recommendation,  we  believe  current  accounting  practices 
are  sufficient.   If  the  47th  Legislature  opts  to  retain  the 
Revolving  Fund,  we  will  work  with  the  Legislative  Auditor  to 
establish  proper  accounting  procedures. 

(B)   Concur.   We  will  take  steps  to  correct  the  fund  balances 
at  fiscal  year  end  1979-80. 
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Recommendation  #3:   "We  recommend  the  office  accrue  liabilities 
in  accordance  with  State  accounting  policy." 

AGENCY  RESPONSE:   We  agree  that  liabilities  should  not  be  accrued 
unless  valid  obligations  exist  and  will  take  action  to  ensure 
compliance  in  the  future. 

Recommendation  #4:   "We  recommend  the  office  consolidate  the 
accounts  receivable  registers  under  one  individual  who  does  not 
have  access  to  cash  receipts." 

AGENCY  RESPONSE;   Concur.   We  have  implemented  changes  to  ensure 
separation  of  these  duties. 

Recommendation  #5;   "We  recommend  the  office  comply  with  the 
general  records  retention  schedule." 

AGENCY  RESPONSE:   Partially  concur.   We  believe  certain  financial 
records  serve  the  two  equally  valid  functions  of  providing  source 
documentation  for  financial  audits  and  providing  management 
information.   The  general  records  retention  schedule  seems  to 
emphasize  the  audit  function.   Although  we  have  already  disposed 
of  some  of  the  documents  mentioned  in  the  Legislative  Auditor's 
report  at  page  7,  others  will  be  retained  so  long  as  they 
represent  useful  management  information. 
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